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Background Information

With the adoption of the Metropolitan District Act (Chapter 539 of the Acts of the

General Assembly of 1924), the Baltimore County Metropolitan District was created as a

separate and financially self-supporting entity under the jurisdiction of Baltimore County

for the purpose of supplying water and providing sewerage and drainage systems to

residents of the County living within prescribed areas.  Under the Metropolitan District

Act, the Mayor and City Council of Baltimore are required to provide water for the

Metropolitan District at cost.  In accordance with a formal agreement dated September

20, 1972, the County reimburses Baltimore City for its costs in providing metered water

service to County residents.  The Metropolitan District (County) constructs water

facilities within its boundaries, and pursuant to agreement between the City of Baltimore

and Metropolitan District, the City operates and maintains the facilities at cost, including

billing and collection of water rents.  Chapter 729 of the Acts of 1939 authorized the

County to enter into contractual agreements with the City for the disposal of sewage or

drainage and for the costs, rentals, service charges or other fees in connection

therewith.  Under a separate agreement dated March 6, 1974, the City provides for the

treatment and disposal of County wastewater at cost.

Annually, the City prepares “cost settlements” for the Water and Wastewater Funds to

allocate the City’s costs to the County for its proportionate share of the Funds’ operating

costs.  The Water Fund’s costs are allocated in accordance with the September 20,

1972 agreement between the City and the County, as modified by an arbitration ruling

dated August 22, 1991.  (The arbitration ruling which was requested by the City,

modifies certain methodologies of allocating the City’s costs from those established in

the 1972 agreement).  The Wastewater Fund’s costs are allocated in accordance with

the March 6, 1974 agreement between the City and the County.  At the time of our field

work, the most recent cost settlements prepared by the City for water and wastewater

services were for the year ended June 30, 1996.  These cost settlements indicated that

for fiscal year 1996, the County’s allocated costs from the Water and Wastewater Funds

were $25,023,893 and $32,242,318, respectively.



6

Findings and Recommendations

General Government Overhead:

     1. The County was overcharged $364,819 for its proportionate share of

general government overhead costs in the Water Fund.

The Water and Wastewater agreements between the City and the County provide that

the County shall reimburse the City for its proportionate share of general government

overhead costs (e.g., finance, payroll, etc.) allocable to the operation of the Water and

Wastewater Funds.  The agreements further provide that, in lieu of allocating overhead

costs to the Funds, the County shall reimburse the City for general government

overhead at the rate of 6% of the Water and Wastewater Funds’ direct expenses. 

However, our review disclosed that general government overhead costs totaling

$821,532 were allocated to the Water Fund and were included in the Fund’s direct

expenses to be allocated to the County. Consequently, the County was overcharged

$344,169 for its proportionate share of general government overhead costs allocated to

the Water Fund as direct expenses.  Further, after applying the 6% overhead rate

applicable to these costs, the County was overcharged an additional $20,650 ($344,169

x 6%) in general government overhead costs, for a total overcharge to the County of

$364,819.

We recommend that the County review the annual cost settlements to ensure that

general government overhead costs are excluded from direct expenses allocated

to the County in accordance with the aforementioned agreement.  We further

recommend that the County pursue reimbursement from the City in the amount of

$364,819 in general government overhead overcharges.

     2. The methodology for allocating City general government overhead costs to

the County is inappropriate and may result in overcharges to the County.

As previously mentioned, the Water and Wastewater agreements between the City and

the County provide that the County shall reimburse the City for its proportionate share of

general government overhead costs at the rate of 6% of the Funds’ direct expenses. 

For Fiscal Year 1996, general government overhead costs totaling $1,316,078 and
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$1,964,648 applicable to the Water and Wastewater Funds, respectively, were allocated

to the County.  Although this method of reimbursing the City for general government

overhead costs is in accordance with the aforementioned agreements and has been

utilized for many years, a recent cost analysis of the City’s actual overhead applicable to

the Funds has not been performed.  Further, we do not believe that the City’s general

government overhead costs correlate to a fixed percentage of the Funds’ direct

expenses.  In this regard, we noted that the operational costs of the Water and

Wastewater Funds have escalated at a rate much greater than the City’s general

government operating budget.  For example, between FY 1991 and FY 1996, the

general government operating expenses of Baltimore City increased 17.8%; however,

during this same period, the operating expenses of the Water and Wastewater Funds

increased 22.9% and 18.4%, respectively.  Expenses in the Water Fund have

significantly increased due to escalating costs (e.g., utility costs) for treatment plants

and pumping stations.  Further, since sludge disposal costs in the Wastewater Fund are

expected to significantly increase in the near future, the County will be charged an

increasing amount for general government overhead even though the cost of operating

City government is not expected to experience this same rate of growth.

We recommend that the Water and Wastewater agreement between the City and

the County be amended to provide for a more equitable allocation of the City’s

general government overhead costs.  Specifically, we recommend that, based on

a comprehensive cost analysis, overhead percentages be developed for each City

bureau providing support to the Water and Wastewater Funds.  These overhead

percentages should be applied to the operating cost of each respective bureau to

determine the amount of general government overhead to be allocated to the

Funds.  Finally, we recommend that the overhead percentages be periodically

reviewed (e.g., every 3 years) to ensure that overhead costs are reasonable and

are properly allocated to the County.

     3. The County was overcharged for certain duplicative general government

overhead costs allocated through the City Department of Public Works to

the Water and Wastewater Funds.

In addition to reimbursing the City for general government overhead, the County is also
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charged its proportionate share of expenses allocated from the City Department of

Public Works to the Funds.  However, our review of the FY 1996 cost settlements

disclosed that the City Department of Public Works’ costs allocated to the Water and

Wastewater Funds included certain general government overhead costs (e.g., City Law

Department, building maintenance and Employee Assistance Program).  As a result, the

County was overcharged for duplicative general government overhead expenses, once

through the 6% overhead rate and once through the allocation of expenses from the

City Department of Public Works.  Due to a lack of adequate documentation, however,

we were unable to determine the amount of duplicate charges or the amount the County

was overcharged.

Accordingly, we recommended that all general government overhead costs

allocated through the City Department of Public Works to the Water and

Wastewater Funds be excluded from the County’s cost settlements.  We further

recommend that the County determine the amount of overcharges for FY 1996

and pursue reimbursement from the City.

Retirees’ Health Insurance

     4. The County was overcharged approximately $158,609 and $283,531 for

retirees’ health insurance costs in the Water and Wastewater Funds,

respectively, for Fiscal Year 1996.

During Fiscal Year 1996, the Water and Wastewater Funds were charged $1,909,000

and $2,562,000, respectively, for retirees’ health insurance.  We were advised that

these amounts represented the Funds’ estimated portion of retirees’ health insurance

based upon budgeted costs, the percentage of Fund employees to total City employees,

and prior year expenditure histories.  However, documentation supporting the amounts

charged to the Funds for retirees’ health insurance was not readily available.  Based on

available FY 1996 actual data, we estimated that the Water and Wastewater Funds

should have been charged $1,572,000 and $1,978,000, respectively.  Consequently,

the County was overcharged approximately $158,609 and $283,531 for retirees’ health

insurance in the Water and Wastewater Funds, respectively, for Fiscal Year 1996.

We recommend that the County review the annual cost settlements to ensure that



9

retirees’ health insurance is properly allocated to the Funds.  We further

recommend that the County pursue reimbursement from the City in the amount of

$442,140 in retirees’ health insurance overcharges.

Back River Waste Water Treatment Plant Operations

     5. The County was overcharged $429,527 for the Back River Waste Water

Treatment Plant Operations.

The Wastewater agreement between the City and the County provides that the County’s

share of costs relating to the operations of the Back River Waste Water Treatment Plant

shall be equal to a percentage of total costs based on County sewage flows to total

sewage flows to the plant.  During Fiscal Year 1996, the County’s percentage was

40.46%.  However, our review disclosed that certain operating costs (i.e., odor control

and debt service) totaling $2,123,763 were allocated to the County at the rate of 50%

for Fiscal Year 1996.  Consequently, the County was overcharged $405,214 for the

Back River Waste Water Treatment Plant Operations.  Further, after applying the 6%

overhead rate applicable to these costs, the County was overcharged an additional

$24,313 ($405,214 x 6%) in general government overhead costs, for a total overcharge

to the County of $429,527.

We recommend that the County review the annual cost settlements to ensure that

the costs of the Back River Waste Water Treatment Plant Operations are properly

allocated to the County in accordance with the Wastewater agreement.  We

further recommend that the County pursue reimbursement from the City in the

amount of $429,527 for overcharges applicable to the Back River Waste Water

Treatment Plant Operations.

Cost Calculations and Allocations

     6. Documentation supporting certain cost calculations and allocations on the

annual cost settlement was not readily available.

The Water Agreement between the City and the County, dated September 20, 1972,
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specified the methodology for calculating and allocating costs chargeable to the County

for the operation of the Water System.  Based on a decision of an arbitration panel

dated August 22, 1991, the methodology was changed to the “utility basis” of

accounting (e.g., charging depreciation of assets as a cost rather than debt service).  In

connection with this change in accounting methods, the City engaged an outside

consultant to develop a computer program to calculate and allocate costs of the Water

System to the various participating local jurisdictions, including Baltimore County. 

Although a “basic” users manual (April 1992) was provided to the City to explain

procedures for inputting data, documentation supporting the operation of the program

(e.g., explanation of the formulas performed to calculate and allocate certain costs) was

not readily available.  As a result, we were unable to adequately review and test the

cost calculations and allocations on the annual cost settlement which totaled

$25,023,893 for FY 1996.  Consequently, there was a lack of assurance that costs of

the Water System were properly calculated and allocated to the County.

To help ensure that Water Fund costs are properly calculated and allocated to the

County, we recommend that the County obtain and retain documentation

regarding the operation of the computer programs.  This documentation should

be utilized to verify that the cost calculations and allocations to the Water Fund

are in accordance with the City/County agreement and arbitration ruling.

Cost Allocations of the City Department of Public Works:

     7. The methodology for allocating the City Department of Public Works’ salary

costs to the Water and Wastewater funds was inappropriate and may result

in overcharges to the County.

Certain salary costs of the City Department of Public Works  (e.g., administration, data

processing, permits, general services) were allocated to the Water and Wastewater

Funds based on the percentage of the Fund’s budgeted costs to the Department of

Public Works’ total budget.  This percentage was calculated by the Department of

Public Works to be 44% in fiscal year 1996 and increased to 46% in fiscal year 1997. 

This methodology implies that if the Water and Wastewater budget increases at a rate

faster than that of the Department of Public Works’ total budget, the time and effort

expended by the Department of Public Works for the Water and Wastewater Funds



11

increases by the same proportion. We believe that the current methodology for

allocating the City Department of Public Works’ salary costs to the Water and

Wastewater Funds is inappropriate and may result in overcharges to the County. 

Specifically,   increases in the Funds’ costs do not always correlate to increases in the

amount of Department of Public Works’ salary costs to be allocated to the Funds. 

Under the current methodology, a significant increase in the Funds’ costs (e.g., utility

costs) would result in a corresponding increase in Department of Public Works’ salary

costs to be allocated to the Funds, even though the time and effort expended by the

Department would not necessarily increase accordingly.

We recommend that the Water and Wastewater agreement between the City and

the County be amended to provide for a more equitable allocation of the

Department of Public Works’ salary costs.  Specifically, we recommend that,

based on a comprehensive cost analysis, specific allocation percentages be

developed for each of the Department of Public Works’ bureaus providing

support to the Water and Wastewater Funds.  These percentages should be

applied to the salary cost of each respective bureau to determine the amount of

these costs to be allocated to the Funds.  Finally, we recommend that the

calculated percentages be periodically reviewed (e.g., every 3 years) to ensure

that allocated costs are reasonable and are properly allocated to the County.

     8. Documentation to support administrative and technical support costs

charged to the Water and Wastewater Funds was not available.

During FY 1996, approximately $2,661,000 in administrative and technical support costs

(e.g., salaries, data processing, etc.) of the Department of Public Works were charged

to the Water and Wastewater Funds.  These costs were charged to the Funds based on

estimated (budgeted) or actual costs.  For example, data processing costs were

charged to the Funds at a standard hourly rate times the number of hours related to the

operation of the Funds.  However, documentation supporting the amounts charged

(e.g., the number of data processing hours) was not available for review.  Consequently,

we were unable to verify the propriety of the Department of Public Works’ administrative

and technical support costs charged to the Funds.
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We recommend that the County obtain and review the documentation supporting the

amount charged to the Funds for administrative and technical costs.  We further

recommend that this documentation be maintained on file for future audit verification.
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Verification of Annual Cost Settlements

     9. The County’s Department of Public Works did not adequately verify the

accuracy and propriety of cost calculations and allocations supporting the

annual cost settlements.

The County’s Department of Public Works received and processed the annual cost

settlements for the Water and Wastewater Funds from Baltimore City.  However, the

Department had not established procedures to verify the accuracy and propriety of the

complex cost calculations and allocations supporting the annual cost settlements. 

Although the Department verified the meter readings and related flow percentage

calculations upon which the allocation of costs to the Wastewater Fund were based, it

did not verify the propriety of the expenses included on the cost settlements. For

example, the Department merely relied upon the information contained in the computer

printouts provided by the City to support the Water Fund settlement.  As a result, the

Department lacked assurance that costs were properly calculated and allocated to the

County.  As noted in our previous report comments, our review disclosed numerous

errors or instances of non-compliance in the fiscal year 1996 cost settlements.

Accordingly, we recommend that the Department establish procedures for the

review and verification of the annual cost settlements prepared by the City for

both the Water and Wastewater Funds to determine the propriety and

reasonableness of the costs allocated to the County.
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Audit Scope, Objectives and Methodology

As directed by the Baltimore County Council, we have audited the Water and

Wastewater Cost Settlements with the City of Baltimore for the year ended June 30,

1996. The audit was conducted in accordance with generally accepted government

auditing standards.

The objectives of this audit were to review the cost settlements between the City and

County relating to the operations of the Water and Wastewater Funds, including

compliance with the related agreements between the City and the County.  In planning

and conducting our audit, we focused on the major financial related areas of the cost

settlements.

Our audit procedures included inquiries of appropriate personnel, inspection of

documents and records, recalculation of amounts included in the settlements and such

other auditing procedures as we considered necessary in the circumstances.

The management of the City of Baltimore, Department of Public Works, Bureau of

Water and Wastewater is responsible for the preparation of the annual cost settlements

and as such, is responsible for establishing and maintaining an internal control

structure. The objectives of an internal control structure are to provide management with

reasonable, but not absolute, assurance that assets are safeguarded and that

transactions are processed and properly recorded in accordance with management’s

authorization. Because of inherent limitations in any internal control structure, errors or

fraud may nevertheless occur and not be detected.  Management is also responsible for

compliance with applicable laws, rules, regulations and the terms of the agreements

between the City and Baltimore County.

Our reports on fiscal compliance are designed to assist the Baltimore County Council in

exercising its legislative oversight function and to provide constructive

recommendations for improving County operations. As a result, our reports generally do

not address activities we reviewed that may be functioning properly.

This report includes findings and recommendations relating to the preparation of the

aforementioned cost settlements for the operations of the City’s Water and Wastewater

Funds including instances of non-compliance with the agreements between the City and
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Baltimore County.


















